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REVIEW OF THE MONTH
In the latter part of June and the early
part of July prices of stocks and lower-grade
bonds showed substantial in-
Recent economic creases, and prices of most
developments
staple commodities rose con-
siderably. There was increased buying of
commodities such as nonferrous metals, tex-
tiles, and hides and leather, reflecting larger
purchases by traders as well as by manufac-
turers. Industrial production, as measured
by the Board's seasonally adjusted index, ad-
vanced from 76 percent of the 1923-1925 av-
erage in May to 77 percent in June and to 80
or more in July. The advance in private
residential building, begun early this year,
was maintained and the volume of such new
projects was somewhat larger than last
summer. Contracts for commercial and in-
dustrial building remained at a low level.
Distribution of commodities to consumers,
both in urban and rural areas, showed less
decline than is usual at this season. Govern-
ment expenditures increased somewhat in
accordance with the new program and Fed-
eral funds were allotted in substantial
amounts for new construction projects to be
started later in the year. Imports showed
little change in June, following a steady de-
cline since the spring of 1937, while exports
were somewhat below the level maintained
during 1937 and the early part of this year.
The number employed outside agriculture
continued to decline in June and was below
a year ago by about 3,300,000 or 10 percent.
The average number of hours worked by
those employed was also lower than a year
ago and, with little change in wage rates,
payrolls showed a larger reduction than em-
ployment. Farm cash income, including Gov-
ernment payments, continued about one-
eighth smaller than last year.
The recent improvement follows a period
of five months when industrial activity was
declining only gradually and when inventory
reductions were continuing in substantial
amounts. Currently inventory positions ap-
pear distinctly smaller in many lines, such
as automobiles, steel, and textiles. The sit-
uation is not uniform, however, stocks of
some commodities, particularly raw mate-
rials, continuing large. The reduction in in-
ventories occurred notwithstanding some de-
cline in distribution of commodities.
In the first five months of the year ex-
penditures by producers for plant and equip-
ment were being further reduced and con-
sumers were curtailing their outlays for
many products, particularly automobiles and
some other durable goods. In residential
building, however, there was an increase in
activity, reflecting in part the stimulus of
considerable reduction in the costs of home
ownership. Public construction early in the
year was at a somewhat reduced level; a new
public works program, however, was under-
taken in this period with a view to increas-
ing expenditures later in 1938 and in 1939.
Reflecting in part the existing low level of
demand for durable goods, wholesale prices
of some products, particularly building ma-
terials, were at a reduced level early this year
and steel prices were lowered in June. These
reductions in prices of basic materials should
encourage expenditures for capital equip-
ment when conditions in general warrant
such outlays.
Following a sharp decline in the latter
part of 1937, industrial production declined







^ marked reduction in output
of minerals and also some further decrease in
output of durable manufactures. Output of
639
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nondurable manufactures showed little
change from the low level reached toward
the end of 1937. These developments are
shown in the following chart:
INDUSTRIAL PRODUCTION
ADJUSTED FOR SEASONAL VARIATION
1923-2S AVERAGE^100
140
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Latest figures shown are estimates for July 1938.
Output of semifinished durable goods,
which had decreased sharply during the lat-
ter part of 1937, declined only slightly dur-
ing the first five months of 1938, as indicated
by the indexes of iron and steel and lumber
production, shown in the chart on the next
page. Considerable inventories of steel had
been acquired by manufacturers before the
autumn of 1937 and part of the steel used sub-
sequently in the production of finished prod-
ucts, such as automobiles, came from stocks,
so that steel consumption was considerably
above production. A sharp reduction in steel
stocks in various positions was one impor-
tant factor leading to the recent increase in
steel output from 26 percent of capacity in
the middle of June to 37 percent in the last
week of July.
In industries manufacturing such finished
durable products as machinery and railroad
equipment, activity in the latter part of
1937 had declined less rapidly than output
of semifinished materials, operations being
based largely on unfilled orders. Subse-
quently as new orders continued in small
volume the backlog of orders was sharply
reduced, and activity continued to decline.
In the automobile industry, output had been
reduced in the last quarter of 1937 but not
so much as sales, and this year, in order to
enable dealers to dispose of large stocks on
hand at the beginning of the year, manufac-
turers curtailed output further. In the first
seven months of this year assemblies totaled
about 1,300,000 cars as compared with 3,200,-
000 a year ago. Stocks of new cars were re-
duced considerably and there was some decline
in stocks of used cars.
Activity in most nondurable goods indus-
tries showed little change after the turn of
the year. Output in the cotton and wool tex-
tile industries was fairly stable at low levels,
until the recent advance, as is shown on the
chart, and changes in the meat-packing and
tobacco industries were largely seasonal.
Exceptions to the general rule were the shoe,
silk, and rayon industries, where output in-
creased from the low levels reached in the last
quarter of the last year.
The marked decline in mineral production
this year was in large part due to sharp cur-
tailment at bituminous coal mines, where
output in the latter part of 1937 had been
sustained as consumer stocks were accumu-
lated in anticipation of the fixing of higher
prices. In May and June there was a sharp
reduction in output of crude petroleum fol-
lowing the accumulation of stocks of petro-
leum products during the previous period of
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unusually high output. In July, however,
production was increased substantially. Pro-
duction of copper continued to decline in the
first half of 1938 and output of zinc and lead,
which had been maintained throughout 1937,
was sharply curtailed. Stocks of these com-
modities in the hands of refiners continued
at a high level but it appears that stocks in
the hands of consuming industries declined.
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Preliminary information on employment
and payrolls in the first half of July indicates









sonal. In June the number of
persons employed in nonagricultural pursuits
is smaller than a year ago by about 3,300,000,
reflecting an exceptionally rapid decrease in
the latter part of 1937 and a further decline
this year. A large part of the decrease in
employment was in manufacturing, particu-
larly at plants producing durable goods.
There were considerable declines also on the
railroads and at mines and some decreases in
the number employed in trade and service
industries. Along with the decrease in em-
ployment, there was a marked reduction in
the working time of those still employed.
The average number of hours worked in
manufacturing industries in June was 34 per
week, somewhat more than last winter but
considerably less than the average of 40
hours in the spring of 1937. Wage rates for
the most part showed little change during
the first half of 1938, although there were
substantial reductions in some branches of
the textile and clothing industries and smaller
decreases in a few other lines.
During the first half of 1938 residential
building increased more than seasonally,
while other private construction
continued at an exceptionally low
level. New contracts for public construction
were slightly above the level of last year, but
the volume of such work actually under way
was smaller than last year in the first quarter
and not much larger in the second quarter.
Altogether the volume of construction showed
less declined from last year than output most
durable goods.
As a result of the smaller volume of build-
ing and of the recession in business gener-
ally, wholesale prices of leading building ma-
terials were reduced further, in many cases to
1936 levels. Nominal wage rates in the build-
ing trades showed few further increases, and
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somewhat, but generally they continued sub-
stantially higher than in 1936. Contractors'
margins appear to have been smaller than in
the early part of 1937 when the position of
contractors was strong and they were mak-
ing allowances for possible further increases
in costs of materials and labor. In housing,
the costs of home ownership were lowered
also by further substantial reductions in
down payments and current charges owing
in part to the Federal Housing Administra-
tion amendments adopted early this year.
Reviewing changes in demand for new
projects this year, it appears that the num-
ber of prospective home buyers was increased
by the reduction in costs, in spite of declines
in income and employment; that because of
a low level of industrial activity, business
men for the most part were not disposed to
start new industrial and commercial build-
ing projects or to revive those postponed last
summer; and that the Government, in view
of the curtailment in business, decided not to
permit the decline in public construction that
might have occurred at this time and, fur-
ther, to expand somewhat the volume of such
construction.
The following table shows the course of
construction contract awards during recent
years:
CONSTRUCTION CONTRACTS AWARDED IN 37 EASTERN
STATES










































Source:—F. W. Dodge Corporation. The figures shown are not ad-
justed for seasonal variation.
The extent of the recent increase in con-
tracts for residential building, over and
above the usual spring rise, is indicated in
the accompanying chart, based on F. W.
Dodge figures. In the eleven Western States
not covered in these reports a similar in-
crease is indicated by building permit fig-
ures. The rise was quite widespread and the
current level of private residential building
is somewhat higher than last summer, al-
though incomes are at a considerably lower
level. The low rate of activity last winter
reflected in part the fact that last autumn
many operative builders curtailed new con-
struction until houses already built could be
sold.
RESIDENTIAL BUILDING
CONTRACTS AWARDED »N 37 EASTERN STATES
ADJUSTED FOR SEASONAL VARIATION
Based on F. W. Dodge Corporation data. Latest figures shown
are estimates for July 1938.
The number of nonfarm dwelling units
built in the United States during the first
half of the year was about one-eighth less
than in the corresponding period last year
when about 165,000 were built, and the av-
erage size of units apparently was somewhat
smaller this year. In the South the volume
of new private residential building was only
slightly smaller than a year ago, while in the
Middle West and the Northeast it was con-
siderably reduced. The difference apparently
reflected to some extent the effects of greater
reductions in income in the industrial areas,
but comparison by localities indicates that
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this relationship was far from uniform.
Also, increases after the beginning of this
year were more than seasonal throughout the
country.
Of the substantial volume of public projects
being planned by local authorities under the
program of the United States Housing Au-
thority only one had reached the stage of con-
struction contracts by the latter part of July.
By that time, however, the Housing Authority
had made contracts with local authorities to
lend them $154,000,000, which, together with
local contributions of 10 percent of the cost
of the projects, will provide for construction
of 30,500 dwelling units. The program for
the next two or three years was expanded this
spring to provide total loans of $800,000,000,
which on this basis would involve construction
of about 160,000 units.
Prices of rubber, hides, nonferrous metals,
and some other staple commodities advanced
substantially in the latter half
of June and early in July and
later showed little change when
buying, which had been partly speculative,
declined in volume. In the same period iron
and steel prices were considerably reduced
from the advanced level maintained since
March 1937. The general wholesale price
index of the Bureau of Labor Statistics rose
slightly and in the latter part of July was
at 79 percent of the 1926 average, as com-
pared with 81 at the beginning of the year
and 88 in the spring and summer of 1937.
Retail prices of foods showed a slight ad-
vance in recent months, following a decline
of 9 percent from September 1937 to Feb-
ruary 1938, while prices of other commodi-
ties sold in retail markets continued to de-
cline.
The decline in the general level of whole-
sale prices during the first six months of this
year reflected decreases in prices of indus-
trial commodities and also of foodstuffs. For
industrial commodities recent changes are
indicated on the accompanying chart, show-
Commodity
prices
ing separately indexes of prices for raw and
semifinished industrial materials and for
finished products. Declines this year in
prices for finished products, particularly
shoes, textile products, and paper, reflected
in part further large decreases in prices of
some materials and attempts of manufactur-
ers to dispose of their goods in a period of
declining demand.
WHOLESALE PRICES OF INDUSTRIAL COMMODITIES
Federal Reserve classification of Bureau of Labor Statistics' data.
Latest figures shown are estimates for July 1938.
Purchases of raw materials in this period
continued in small volume as manufacturers
curtailed their output of finished goods and
also reduced their stocks of materials. Pro-
duction of materials such as nonferrous
metals and woodpulp was curtailed, but not
as much as shipments and consequently
visible stocks in the hands of producers in-
creased further. In the case of hides and
leather, however, stocks in the hands of pro-
ducers as well as of consumers were reduced,
partly as a result of an increase in shoe pro-
duction.
Reviewing the course of prices of individ-
ual materials this year, it appears that after
the beginning of the year when there was a
brief advance accompanying increased for-
eign buying, declines were quite general un-
til June and were to some extent independent
of changes in commodity stocks. Prices of
hides and leather, for example, declined fur-
ther this spring, in spite of reductions in
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stocks, then rose at the time of the general
advance in speculative markets in June.
Rubber, also sensitive to many influences
outside the industry, declined from around
15 cents per pound early in the year to be-
low 11 cents in March, increased only slightly
as quotas for shipments from producing
countries were later sharply reduced, but
rose in June and July to 16 cents per pound.
Cotton prices since the beginning of the
year have fluctuated around 8% cents per
pound except for a brief period at the end
of May when they were lower. The world
carryover of American cotton on August 1
was about 13,500,000 bales, the largest on
record. About 7,000,000 bales of this carry-
over is included in the United States Govern-
ment financed stocks. Acreage was sharply
reduced this year and unofficial estimates in-
dicate a crop of about 11,000,000 bales as
compared with 19,000,000 last season. World
consumption of American cotton during the
past crop year was about 11,000,000 bales,
and in the preceding year was 13,000,000
bales.
Wool prices, after declining further in the
early part of 1938, advanced somewhat in
July, reflecting in part increased demand
from manufacturers. Rayon prices, which
had remained unchanged in the latter part of
1937 when other textile fibers had been de-
creasing, were reduced early in 1938 to the
lowest levels in the history of the industry.
Prices of nonf errous metals and steel scrap
decreased further during the first half of
1938 as buying of these commodities in this
country was at low levels and industrial ac-
tivity in foreign countries declined. Domes-
tic output of nonferrous metals was reduced
considerably. In the latter part of June and
in July heavy forward purchases, particu-
larly of copper, were accompanied by price
advances in nonferrous metals, and steel
scrap prices also increased. At about the
same time prices of pig iron and semifinished
and finished steel, which had remained
largely unchanged at advanced levels since
March 1937, were materially reduced with
decreases in some areas much larger than in
others.
The decline in prices of foodstuffs in the
early months of this year reflected in large
part the prospect of a second year of ample
crops, larger supplies of livestock products,
and some further reduction in consumer in-
come. Winter wheat prices declined from
above $1.00 per bushel early in the year to
about 70 cents at the end of May, advanced
sharply in the early part of June, then de-
clined to below 70 cents in July. It is esti-
mated by the Department of Agriculture
that the supply of wheat for the current
season, including a carryover of 200,000,000
bushels, will total approximately 1,170,000,-
000 bushels, which would be around 200,-
000,000 bushels larger than last season.
Average domestic consumption of wheat is
670,000,000 bushels and last season, when
world supplies of wheat were the smallest in
recent years, exports of the United States
crop were close to 100,000,000 bushels. Indi-
cations are that domestic carryover of wheat
next July will be larger than the record
carryover of 380,000,000 bushels on July 1,
1933. A Government program was recently
announced for loans at close to market prices
and for a reduction in plantings from 81,-
000,000 acres to 55,000,000.
Prices of livestock and meats showed little
change during the first half of 1938, follow-
ing the marked decline last fall and early
winter. Slaughter supplies were in about
the same volume as a year ago but, with
lower consumer incomes, prices were mate-
rially lower. In July livestock and meat
prices showed some seasonal advance. Good
pastures and ample feed supplies this year
resulted in a more than seasonal increase in
milk production and, with further reductions
in demand on the part of consumers, prices
of dairy products declined to the lowest levels
in four years.
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Prices of common stocks rose sharply dur-
ing the last ten days of June and the first
week of July and have re-
Corporate security cently continued upward at
prices
 J I
a more moderate pace.
Prices of lower-grade corporate bonds
showed a marked advance in April and have
recovered further since the middle of June.
The extent of these increases is indicated on
the chart, which shows fluctuations in com-
mon stock prices and in bond yields. In
order to facilitate comparisons with stock
prices the scale on the bond chart is inverted
so that a decline in yields as bond prices
advance and an advance in stock prices both
show as upward movements.
Stocks of leading industrial and public util-
ity companies had by the end of July recov-
ered about 40 percent of the total price de-
cline from their highs in the early part of
1937 to the lows in March of this year, while
for lower-grade bonds of these companies the
recovery was a much larger proportion of the
preceding price decline. Recent large gains
of railroad stocks and bonds followed rela-
tively larger price declines during the early
months of the year, and compared with their
1937 highs prices of railroad securities are
still lower than those in other industries.
Prices of the highest-grade corporate
bonds have continued during the past few
weeks near their record highs, and yields
of industrial and public utility bonds rated
Aa or better have been generally below
percent.
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Sources: U. S. Government bonds, Treasury Department; corpo-
rate bonds, Moody's Investors Service; 420 common stocks,
Standard Statistics Company. Latest figures are for week endr
ing July 23.
Federal Reserve Bulletin: August 1938